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Address of the General Manager, Mr. D. E. 
Kilgour, delivered at the Annual General 
Meeting of the Policyholders of North 
American Life, held at the Com- 
pany's Head Office on Monday, 
January 16th, 1939. 


The Directors’ report and the financial state- 
ment contain the major figures of the year’s 
operations. I should like to amplify them by 
commenting on some of the underlying factors. 


New Business for the year totalled $26,866,- 
107 as compared with $25,685,413 in 1937, the 
increase being 4.6%. The new business figure 
consists of $24,026,301 new assurances and 
$2,839,806 deferred annuities, the latter figure 
as in the past, being computed on the basis of 
the maturity cash options of these policies. The 
new business total includes only amounts 
effected and increased. Revivals of old policies 
amounting to $1,719,148 have not been included 
in the figures. 


Total Business in effect at the end of the year 
was $230,937,942 consisting of $211,274,501 
in assurances and $19,663,441 in deferred 
annuities. During the year the increase in the 
total business in force was $10,213,897 or 
4.6%. The Company's progress in this direc- 
tion is a clear indication of the high esteem in 
which it is held by the policyholders and the 
insuring public. 


Total Revenue for the year amounted to 
$10,497,621, after adjustments for accruals, 
reaching the highest point in the Company’s 
history and showing an increase of 4.4% over 
1937. Both the premium and interest totals 
reached all time high marks in 1938. Premiums, 
on the revenue basis, totalling $7,802,367 were 
5.1% higher than in 1937, the increase being 
shared by the first year and single premium 
accounts as well as by renewal premiums. 
Revenue interest totalling $2,692,839 was 
2.4% higher than in the previous year, the 
increase in this account being limited by the 
effect of continued lower yields obtainable on 
recent investments. 
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Total expenditure and increase in policy 
reserves amounted to $9,270,063, exclusive of 
policy dividends, an increase of 5.9% as com- 
pared with 1937. The major item of con- 
tractual policy payments increased by 6.9% 
to a total of $4,431,284. This increase came 
both from death claims and from matured and 
surrendered policies, the major accounts in- 
cluded in the total. The increase in policy 
reserves of $2,773,195 was 7.2% higher than 
the increase for 1937 and constituted an in- 
crease of 5.8% in the reserves themselves. 
Al reserves held are on the net level premium 
basis and are, therefore, considerably in excess 
of the minimum reserves prescribed under the 
Dominion Insurance Act. 


Expenses and Taxes on the revenue basis 
increased by 1.2% to a total of $1,890,222. In 
view of the increases in other figures this very 
moderate increase in expenses will result in an 
appreciably lower expense rate. Taxes now 
amount to 8.1% of the total expenses. 


Surplus Earnings from assurance operations 
amounted to $1,227,558 as compared with 
$1,304,780 in the previous year. This reduc- 
tion in surplus earnings is a reflection of the 
lower interest rates obtainable and the larger 
proportion of business on lower premium rate 
bases. The surplus earnings were also 
adversely affected by a slightly heavier mortality 
strain than in 1937, which was an exceptionally 
favourable year from this point of view. From 
the surplus earnings an amount of $1,032,753 
was allotted for policyholders’ dividends, leav- 
ing a balance of $194,805 for investment 
adjustments and transfer to free surplus. In 
spite of decreased surplus earnings, dividend 
allotments were made on the same scale asin 
the preceding year, but it is only proper to 
point out that a continued general decline in 
investment yields may necessitate a downward 
revision in the dividend scales of all companies. 
As an indication of this trend, at the beginning 
of 1939 the Canadian Companies increased 
their premium rates for immediate annuities, 
these plans being the most sensitive to changing 
investment yields. 


Investment Reserve—During the year the 
Company realized an amount of $59,541 in net 
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profits from sale of investments and recoveries 
upon disposal of amounts previously written off. 
This total, together with an appropriation from 
investment reserve of $116,378, was used to 
effect net adjustments in book value amounting 
to $175,919. In addition an amount of $105,587 
previously held within the investment reserve 
as a specific provision with respect to capitalized 
interest on farm mortgages and sale agree- 
ments, was transferred to the asset side of the 
balance sheet as a deduction from the book 
value of these investments. After these adjust- 
ments an amount of $121,965 was appropriated 
from net surplus earnings to bring the invest- 
ment reserve to an amount of $1,400,000. 
A further amount of $50,000 was appropriated 
for the purpose of writing down the value of the 
Head Office building. 


Surplus Funds—the free or unapportioned 
surplus increased during the year by a net 
amount of $22,839 to a total of $2,105,450. 
Provision for dividends payable in 1939 stands 
at the high figure of $1,312,585, reflecting a 
material increase in the number of five year and 
deferred dividend policies eligible to receive 
dividends this year. Other dividend provisions 
totalling $1,385,185 continue to decline with 
the corresponding drop in the total amount of 
business on the five year and deferred dividend 


basis. 


I should like to draw attention to the fact 
that the Company has a combined amount of 
$5,452,267 in special reserves and surplus 
funds, consisting of free surplus, voluntary 
dividend apportionments and investment re- 
serves. This total is exclusive of $856,540 
which has been credited to the accrued surplus 
account for deferred dividend policies and also 
does not include an amount of considerably 
over $1,500,000 representing the excess of 
Market over Book Values, and not taken credit 
for in the statement. These factors contribute 
to the prospect of a condition of security and 
stability in the future, although the picture is 
somewhat marred by the uncontrollable decline 
in interest yields. 


Assets reached a total of $61,794,564 at 
December 3lst, having increased during the 
year by 514%. 
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You will notice that during this period the 


invested assets has been 


$15,090,391, but that the increase in our total 


in our 


increase 
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bond account has been $15,786,334, of which 
$9,747,319 shows as the increase in our 
government bond account. Among United 
States companies, the increase in Federal 
government holdings during the same period 
amounted to 4/5 of the increase in their total 
assets. During this five year period stocks have 
decreased by $204,661, mortgages and prop- 
erty sales by $228,778, policy loans by $1,063,- 
926, and our real estate holdings have in- 


creased by $510,600. 


With reference to our bond account, this 
increase has been made through investment at 
progressively lower interest rates. The highest 
grade securities are now selling at almost all 
time high prices. On the other hand other 
bonds which continue to yield a fair rate of 
interest, are subject to a measure of risk, which 
has to be weighed very carefully before pur- 
chasing; the risk inherent in them is such that 
their purchase must always be tinged with a 
feeling of doubt. Aside from the heavy borrow- 
ing which has been done by our major govern- 
ments there has been very little in the way of 
new capital issues acceptable to Life Insurance 
companies. 


Our bond assets have been diversified as far 
as conditions permit both as to class of borrower 
and maturity of principal. 


Our stock account has not been increased, 
although it has been further diversified. Pur- 
chases of preferred stocks at to-day's prices 
give relatively satisfactory yield but they are 
in effect a perpetual security, and as such are 
peculiarly vulnerable to adverse changes 
either in the status of the issuing company or 
the interest rate. Common stocks as a medium 
for the investment of life insurance funds have 
been the subject of much discussion. Common 
stocks of certain companies do represent good 
investment media; in fact represent better value 
than many securities masquerading as first 
mortgage bonds. Nevertheless, having regard 
to the fact that a life insurance company has to 
pay its obligations in fixed money values, it 
cannot invest in equities extensively, and 
should perhaps limit them to an amount not 
exceeding the Free Surplus. 


The available supply of new mortgages has 
been strictly limited, despite the effort of our 
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Federal Government, through the National 
Housing Act, to stimulate the building trade 
by subsidizing new construction. Although 
there has been a considerable volume of funds 
loaned under this Act, it has not any more than 
kept pace with the funds available for invest- 
ment in this type of security. 


Happily for this Company, our total invest- 
ment in Western farm mortgages is not very 
great, amounting to less than 214% of our total 
assets, but the condition of these accounts has 
nct improved greatly during the last year. 
Although the size of the crop was greater, the 
price obtained, coupled in some cases with 
government intervention, has made the task of 
collection extremely difficult. We have pro- 
vided substantial reserves against our rural 
mortgages and real estate, but unless there is 
improvement these reserves will have to be 
increased. Our financial institutions have 
voluntarily made great concessions to Western - 
borrowers, our own Company having actually 
cancelled over $400,000 in interest owing on 
these accounts. 


Despite moratoria and other restrictive legis- 
lation, the Company has had, from time to 
time, to take over certain properties, with the 
result that our total holdings of real estate have 
gradually increased. We have not followed 
the policy of pushing the sale of these prop- 
erties on what might be called a dormant real 
estate market, but rather have pursued the 
policy of making necessary improvements to 
these properties in an effort to place them on 
a revenue producing basis, in the hope that 
sale will be facilitated when the real estate 
market becomes active again. 


Reference must be made to the increasing 
difficulty of finding good investments at satis- 
factory yields. Life insurance companies must 
adhere to a policy which places safety of 
principal as a first consideration, and as a 
second consideration as high an investment 
return as is commensurate therewith. The 
result is that investments are being made to-day 
at yields which are extremely low. Invest- 
ments could be made at higher yields, but only 
by the sacrifice of quality. 


The interest rates reported to the Dominion 
Government are gross, and do not take into 
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account the profit or loss from investments. 
Consequently, interest rates as published are 
not a complete reflection of actual investment 
experience. Among various companies ex- 
perience will vary, but for our Company 
analysis over a 14 year period—that is from 
1924 to 1938—shows an average gross rate 
earned of 5.58%. 


If the net losses, as well as the amounts by 
which individual book values have been 
actually written down, were to be deducted 
from the investment income, the corresponding 
resulting rate would be 5.22%. Neither of 
these rates has been adjusted for investment 
expenses, which though relatively very 
moderate average about 1/3 of 1%. As the 
investment adjustments have for the most part 
occurred in the last seven years, it is obvious 
that the differential between the rates of 
interest earned would be greatest in recent 
years. 


While we cannot predict the trend of interest 
rates, we must not overlook the fact that the 
highest class of investments available to-day, 
viz. Government bonds, may suffer in market 
value through a stiffening in the general rates 
of interest, and that financial institutions may 
have to make provision out of future earnings to 
meet such a contingency. 


The growth of the life insurance business on 
this Continent has been one of the outstanding 
phenomena in modern business. From 1920 to 
1930, the business in force increased at an 
almost unprecedented rate. Since then the 
rate of increase has slowed down, and it may 
be that we have arrived at a point when new 
business from year to year will fairly reflect the 
general economic condition of the people. 
During the early months of 1938, new business 
in the United States showed a definite reduc- 
tion; a recovery, however, set in in the later 
months and we may hope that it will continue. 
We are pleased to be able to report that the 
Canadian business as a whole has been well 
maintained, and that in the case of our Company 
not only have we had an increase in our new 
business but a most gratifying increase in 
business in force. 


The place life insurance occupies in the 
minds of the people is due primarily to the 
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indispensable benefits it confers and to the sense 
of security it engenders. In a period when so 
many economic doubts have arisen and so 
many unsound doctrines have been pro- 
claimed, it would be surprising if attacks were 
not made against life insurance as against other 
established institutions. We believe that the 
public have a clearer conception and higher 
opinion of our business than ever before, and 
we wish to pay tribute to the press of the 
country for the steadying influence it has 
exercised in general affairs, and in particular 
for its part in supporting and fostering the faith 
in our own great institution. 


The year through which we have passed has 
been one of great anxiety for everyone. The 
future may be uncertain, but we must all be 
grateful for having escaped up to the present 
time the catastrophe of a world war. Imbued 
as we are in Canada with a sense of loyalty 
and kinship to the Mother Country, and con- 
cerned as we must be with the welfare of the 
Empire as a whole, we are at the same time 
deeply conscious of our close relationship with 
the great republic to the South, and of the 
implications which that relationship portends. 


While our own business is chiefly confined to 
Canada, we have a very important and we are 
glad to say growing business in the States of 
Michigan and Washington. We are pleased 
that we have these ties of business as well as of 
sentiment with our great neighbour. It is a 
commentary on the good sense of our two 
countries that we can pursue our destinies as 
separate political units, and still share the 
common heritage of democratic government, 
and the inestimable benefits of liberty and 
freedom which that form of government gives 
to its people. We have lived together in peace 
and friendship, and we face the future with 
greater understanding of our common problems 
and a growing appreciation of the need to 
stand together in matters affecting the welfare 
of our people. 


In our countries we do not recognize the rule 
of blood. Whether Aryan or Jew, whether 
Anglo-Saxon or Celt, a man is accepted for 
what he is. We have no place here for those 
who would set class against class, or who in 
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order to achieve power would cast mankind to 
the shambles. We therefore joyfully extend 
the hand of fellowship to our policyholders and 
representatives across the line. We are your 
friends and your partners. We are together 
members of a great democratic institution—a 
Company operated by and for the benefit of 
its policyholders. 


To our policyholders generally we would say 
that we welcome your co-operation in furthering 
the interests of the Company. The Company’s 
representative in your community is your friend 
and well-wisher. He is ready to give you 
service and advice. If you require additional 
insurance, if you have insurance problems, call 
on him for help. Remember him too when you 
have a friend or acquaintance who should have 
more insurance. In adding to the Company’s 
membership, you will be rendering a service to 
the new member and benefiting the Company 
as a whole. 


In bringing before you more or less in detail 
the operations of the Company during the past 
year, we wish to emphasize the point that we 
regard ourselves as your trustees, and that we 
are here to make plain to you how our trustee- 
ship has been performed. A life insurance 
company, especially a mutual company, has a 
continuing and growing membership who com- 
bine to provide, in the only known and sure 
way, against the contingency of death and old 
age. It is well to bear in mind that we not only 
represent what is best in the capitalistic system, 
but that we are one of the world’s great social- 
izing agencies. Human nature being what it is, 
no system can exist without abuse or error. 
Indeed only by trial and error can progress 
anywhere be achieved. We believe that the 
capitalistic system—much as that term has been 
abused and misunderstood—has contributed 
enormously to the welfare of mankind, and that 
civilization in the highest known form has 
thrived best where individual initiative has had 
free play and where individual conscience has 
been stimulated by the desire to share with 
others rather than compel others to share what 
they have toiled for and earned. In the ideal 
state we shall, I think, still live what we might 
call the possessive life, realizing that it can 
bring its greatest happiness only when those 
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who are successful in living it believe that 
“It is more blessed to give than to receive.” 
Perhaps the greatest blessing of all would come 
to those who having achieved success would 
sacrifice themselves to devoted and unselfish 
public service. 


Once more we wish to thank those who have 
served the Company and especially the 
members of the Field Force for their splendid 
contribution to the Year's success. 
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